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CHAI RPERSON JAMES:

M. d eason.

MR,  GLEASON: Thank you, Chairman Janes.
Speaki ng of ganes or venues of preference, | couldn't
help with argue with Dr. McGowan's remarks comrent that
the lottery isn't necessarily the venue or preference
in Kentucky. W have a rather vibrant thoroughbred
i ndustry which we're quite proud of and probably the
entertai nment of preference is UK basketball, so we'll
see how they fair.

Chai rman  Janes and menbers of t he
Comm ssion, |adies and gentlenen, it is a pleasure to
be able to -- is this not on.

CHAI RPERSON JAMES: No, just get a little
closer to it.

MR. GLEASON. Ckay.
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CHAI RPERSON JANMES: When your |ips touch,

you' re cl ose enough.

MR, GLEASON: Wen ny lips touch I'm
cl oser. It is, indeed, a pleasure to address you
t oday. "Il try not to be redundant. Sonme of the
t hi ngs Rebecca has just said, |I've had the experience

as the chairman indicated of having run two different
|otteries, both of whom were differently structured
In West Virginia, the lottery was structured as a
division or departnment of state governnent. And
Kentucky's lottery, which was created in 1988, was the
first US lottery to take the corporate, the public
corporation form Qur lottery was initiated in
Novenmber of 1988 with a voter referendum which passed
by a vote of 60 percent of the citizens.

| would like to read just briefly from our
enabling legislation, which |I think is telling as it
relates to the purpose of the corporation and within
the statutory provision that 1've included in ny
prepared remarks, there is a section that said, “The
corporation shall be nmanaged in such a manner that
enabl es the people of the Commonwealth to benefit from

its profits and enjoy the best possible lottery anes.”
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“The Ceneral Assenbly hereby recognizes
that the operations of the |lottery are a unique
activities for state governnent, that the corporate
structure will best enable the lottery to be managed in
an entrepreneurial business-like manner.” Further, it
says, “It is the intent of the Ceneral Assenbly that
the Kentucky Lottery Corporation shall be accountable
to the governor, to the general assenbly and the people
of the Commonweal th.”

Those words are very real and they echo
exactly what Rebecca has told you with regard to how
|otteries are operated in virtually every state. The
Kentucky lottery began selling tickets in April of
1989, recognizing the unique position of thoroughbred
racing in Kentucky and particularly in the spring of
each year there is a rather well-attended thoroughbred
race call ed the Kentucky Derby.

The lottery opened up with two ganes and was
the first lottery to offer a $2 ganme at its inception
called Derby Dreanstakes, which partnered wth the
Kent ucky Derby and was conducted for the nmutual benefit
not only of the lottery but the thoroughbred industry.

In the fall of 1989, we began our on-line

gamnes. Since 1989, when the ganes began, the lottery
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has sold $3.9 billion worth of tickets. W have paid
sonme $240 million in conm ssions and incentive paynents
to retailers, have operated on sone $325 nillion for
expenses and turned over $1 billion, a little over $1
billion in profits to the state of Kentucky.

I, like Rebecca, as president of the
| ottery corporation, am appoi nted by the governnent and
confirmed by the board of directors of the corporation.
The corporation's board of directors |ikew se cones
from the citizens of Kentucky conprised of seven
i ndi viduals throughout the state of Kentucky wth
di verse backgrounds and who nust have a political
bal ance anong them by statute. The state treasurer, by
virtue of his constitutional office, is an eighth
menber of our board of directors and has, by statutory
provi sions, has a voting right on the board.

We too are subject to |legislative oversight
in a very real sense principally adm nistered by three
commttees of the Ceneral Assenbly, a state and | oca
governnment conmmttee, an appropriations and revenue
commttee and a capital projects and bond oversight
conmm ttee. They have, in fact, exercised their
authority on several occasions, both in a real sense

and those authorities who are either delineated by
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statutory provisions or at the discretion of the
general assenbly.

Qur corporation, like the Georgia Lottery
Corporation, is audited annually by an independent CPA
firm That audit is directed and overseen by the
auditor of public accounts who is a constitutional
of ficer of the Comonwealth.

An exanple of how that authority is
exercised fromtinme to tine, in 1993, there were sone
di fferences anong the nenbers of the General Assenbly
and the then governor of the State of Kentucky as to
how the lottery was being operated and whether it was
truly fulfilling its mssion. At the behest of that
group, that entire turnover of the managenent and board
of directors occurred and a new direction was set for
the corporation by it's current managenment and board of
di rectors.

The results of that have been quite
significant as it relates to the State of Kentucky and
an indicator of that is that our lottery has now on
three occasions and soon to be four hopefully, have
been recognized receiving the governnment finance
of ficers' certificate of excellence 1in financial

reporting. W are only the second U.S. lottery to have
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received that distinction and only the second agency of
Kentucky state governnent to have received that
di stinction.

As | said, we've turned over a billion
dollars to the state. The mgjority of our funds have
been placed in the general fund, which our |egislative
research comm ssion, and I know this is a nuch debated
issue as to how nmuch these funds mght actually go to
education, but sonme 40 percent of the general fund in
the state of Kentucky is devoted to the support of
education in Kentucky.

During a short two year period, during
fiscal years 1993 and 94, $214 mllion of revenues
were devoted to a program under the acronym of SEEK,
whi ch stands for Support of Excellence in Education in
Kentucky, and which funds secondary, elenentary and
secondary education within the state.

Early on in our existence, the legislature
did choose to award out of net revenues a $32 mllion
one tinme bonus to Vietnam Veterans.

There are two bills pending before the
Ceneral Assenbly and it gets to a question that
Chai rman Janes asked the day before in the discussion

and that was, can lotteries ever change the direction
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of where their funding is going? There are two bills
before our Ceneral Assenbly, both of which have a high
prospect of passing. One would take a snall portion of
our funds. Each have passed one or the other of the
Houses of the Ceneral Assenbly at this time. One would
take a small portion of our funds and devote themto an
af f ordabl e housi ng trust.

The other would take the great majority of

our funds, over a seven-year period, gradual |y
increasing the level of funding until it would be
virtually all of our funding for a program a

schol arship program patterned sonewhat after the HOPE
scholarship program in GCeorgia. Al though a nmgjor
difference of the proposed |egislation wuld be half of
it would be a program simlar to Ceorgia's and the
ot her half would go to a need-based program

It's inportant to note that during the nine
years that the |lottery has been in existence, the
funding for education in the State of Kentucky has
increased from $2.1 billion to $3.5 billion, an
i ncrease of approximately 64 percent in the intervening
years. That's during a tine when the population of

Kentucky has been relatively stagnant and economc
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conditions have been such that inflation is relatively
nodest .

Qbvi ously, as has been commented by ot hers,
if the lottery didn't exist in Kentucky, there would
have to have been a billion dollars worth of taxes
i nposed on the citizens of Kentucky during that nine
year period if prograns were to be continued at their
present |evel, which anbunts to $110 mllion worth of
taxation annually on a population of 3.9 mllion
peopl e.

The benefits that are realized in Kentucky
are much the sane as in any jurisdiction. One of the
comments that the panel has been interested in is, you
know, what are the benefits to retailers and in
particular what quality of jobs mght exist in the
retail environnent?

Conveni ence stores throughout the country
are of two types. Probably the majority in our state
and virtually every other state, are stores that are
parts of nulti-location chains, chains like the Dairy
Mart which has sone 160 | ocations. Super Anerica, a
former subsidiary of Ashland Gl and now a joint

venture with Marathon G, has sone 120 | ocations and



10

11

12

13

14

15

16

17

18

19

20

21

22

23

105

the Kroger Food chain has about 100 locations in
Kent ucky.

Those were the three nost significant
retail operations within the state of Kentucky and they
do provide a good quality of jobs for the people who
work in those stores and a |ot of the people who work
in those stores work on a part-tinme basis while they're
furthering their education.

In Louisville, Kentucky just recently, as
an aside, the United Parcel Service announced it was
going to invest some $860 million in an expansion and
create sone 6000 part-tinme jobs of high caliber and
high quality and relatively high conpensation | evel and
significant econom c benefits available to the
enpl oyees.

And one of the things that's unique about
the UPS operation is that they really have a great
nunber of their jobs on a part-tinme basis and there is
a need for other part-tine jobs to fill the hours
avai l able from those enployees. And they operate on a
part-tinme basis at UPS because of the production |eve
required of their enployees in a relatively high paced

burst of energy and effort.
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One of the things that's been recogni zed as
an econom c benefit by the convenience stores across
the country, is that the lottery brings traffic into
their stores and that the lottery player patron of
their stores does spend nore and put nore in their
shoppi ng basket of non-lottery products than the non-
|ottery custoner. They did an extensive study
nati onwi de recently, and the Conmm ssioners may w sh to
get a copy of that report fromthe National Association
of Conveni ence Stores.

There have been questions about who plays
the lottery and in the Kentucky it's nuch the sanme as
everywhere el se. One of the interesting comments and
recently Dr. Dobson made reference to a research study
in Kentucky in 1994 in his press rel ease |ast week, and
in particular he made reference to play anong the
econom ¢ group of players that had an income of $15, 000
or less. |I've attached to ny testinony, a copy of that
research report.

And one thing I'd like to point out to the
panel is that while the citation by Dr. Dobson was, in
fact, correct, that group is by far, its player profile
is such that nore individuals from that incone group

choose not to play the lottery than do choose to play
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the lottery. And in fact, in response to that research
which the report shows, 40 percent of them indicated
they had never played the lottery. Again, | think that
is a denonstration of what many of the panels have
recogni zed that individuals are capable of nmaking an
i nfornmed j udgnent.

I'"d like to conclude by making reference to
a couple of the questions, that and we are involved
W th compul si ve ganbl i ng, neet i ng our soci a
responsibility. In Kentucky, ny testinony mnakes
reference to that, and the executive director had asked
for coments wth regard to operations and out-
sour ci ng. And | would sinply say that in lotteries
and this is explained in nore detail within my witten
testinmony, have, |ike every other business decision, an
econom c decision to nmake and a decision about best
del i vered services.

Lotteries traditionally do a significant
anount of out-sourcing and the judgnent as to the |evel
of out-sourcing is one that each lottery nmakes based on
their own facts and circunstances and the political
climate in their state and nmay even be a governing
factor. |"ve been involved in lotteries in West

Virginia where out-sourcing was maxi m zed. Because of
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the flexibility afforded us to operate as a public
corporation in Kentucky, we make those decisions on an
i ndi vi dual case-by-case basis, and during the course of
my tenure as president there, we've nade different
deci si ons dependi ng on the uni que circunstances of each
of the matters at hand.

Let nme just say in conclusion that as
Rebecca said, it's inportant in closing for nme to
mention a few things to you. First that the citizens
of Kentucky chose by a referendum in 1988 to have a
lottery. Research shows that 67 percent of Kentuckians
support it. That referendum nearly 10 years ago
al | oned our Kentucky legislature to enable the lottery
to benefit the people of Kentucky. Qur lottery has,
and is fulfilling its statutory and corporate m ssion
generating revenue for the treasury and providing fun
and entertaining ganmes for the broad, general public
that are conducted in the highest standards of
integrity, security, while operating within a franmework
of public accountability and social responsibility.

Menbers of the Conmm ssion, the voters and
citizens of the Commonwealth have elected to have and
support a lottery. It is the job of the board nenbers

of the Kentucky Lottery Corporation, its managenent and
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enpl oyees to see that we deliver the best lottery that
we can to them and it is the job of the general
assenbly and the elected officials of the state of
Kentucky to see that we do just that.

Agai n, I want to thank you for the
opportunity of hearing before the Comm ssion and |

appl aud you for being willing to take this, undertake

this inportant task wth which you are charged. I'm
sure that we wll all substantially benefit from your
efforts.

Thank you, very much.

CHAI RPERSON JAMES: Thank you, M. d eason.



